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MANAGEMENT OF TO-DAY’S WORKING CAPITAL 
DOLLAR 
By Donald R. Patton 

Donald R. Patton is a partner of the firm Payne, Patton 
& Pugsley, Chartered Accountants of Montreal and Associate 
Professor of Accounting, McGill University. He is a Past 
President of S.I.C.A. of Canada and is Chairman of the 
Co-Ordinating Educational Committee. Mr. Patton gradu- 
ated from McGill University with a B. Comm. degree 
and is a member of the Quebec Institute of Chartered 
Accountants. 


MANAGING TO-DAY’S MERCHANDISING DOLLAR 
by Nick Abramsen 
Nick Abramsen was recently appointed Assistant Controller, 
Wholesale Division, Kelly, Douglas & Co. Ltd. of 
Vancouver. He was formerly B.C. District Manager of 
Burroughs Adding Machine Co. Ltd. He is a charter 
member and a Past President of S.I.C.A. of B.C. 


MINIMUM COST CONTROLS 
By Claiborne H. Johnson 
Claiborne H. Johnson is Controller, Fleming & Sons, Inc., 
Dailas, Texas. He is a graduate of Southern Methodist 
University and Columbia University Law School and 
received degrees both in Business Administration and in 
Law. He is a member of N.A.C.A., the Controller’s 
Institute and the Texas Bar Association. Mr. Claiborne’s 
paper was made available to Cost & Management through 
the courtesy of the National Association of Cost Accountants. 
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DJUCIETT ROTES 


~ LP LENIN 
A MESSAGE FROM THE PRESIDENT 


Canadians have real reason to be proud of the accomplish- 
ments that have led to many laudatory articles concerning the 
business and economic growth of this country which have been 
written by authoritative observers and published in all parts 
of the world. 

Widespread attention has been drawn to the rapid 
development of our strategic natural resources and the ever 
spiralling expansion that is taking place in our productive 
capacity. These are the indisputable foundations upon which 
rests the high level of prosperity and the international recogni- 
tion of our capabilities we are now experiencing. 

In all that has been written and said about our country, 
the most complimentary statements have been reserved for the 
basic economic intelligence and the high degree of managerial 
skill that has been demonstrated to the world by our govern- 
mental agencies and by our Canadian business management. 

The time has come when we Canadians should more fully 
realize what other nations recognize. Canada now ranks as 
one of the world’s leaders in scientific research and development; 
in educational facilities; in economic stability; in social and 
artistic attainment; and Canadians are now acclaimed for their 
achievements in the financial and business management fields. 

In the many attempts to analyze this development, little 
reference has been paid to the many educational institutions 
which have had such a profound influence on mental outlook 
and behaviour in all areas of human effort, and which have 
been largely responsible for our scientific and technological 
advancement. Nor has much reference been made to the many 
professional organizations which have contributed so much in 
developing on a very sound basis the specialized skills which 
are essential to the successful conduct of any business enterprise. 

We who are members of The Society of Industrial and 
Cost Accountants may be justly proud of the close relationship 
between our Society and the many universities across Canada 
in offering specialized training for industrial and_ cost 
accountants. Although this programme has been operating only 
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SOCIETY NOTES 


11 years, a short time in any educational effort, its effect upon 
the practice of accounting in industry has already become 
apparent. With the number of graduates now increasing at an 
accelerated rate, the Society in close co-operation with the 
nation’s universities is facing up to the challenge of keeping pace 


with Canada’s progress. 
A. V. MADGE, R.LA., F.C.LS. 


Ontario Signs Tax Rental Agreement with the Dominion 

Whatever the political ramifications of the final acceptance 
by the Ontario Government may be, this agreement brings us 
one step closer to sanity in taxation in Canada. 

The taxpaying corporation in Ontario derives as an 
immediate benefit from the agreement the reduction of the 
corporation income tax by 2% (i.e., from 7% to 5% Provincial 
Tax Rate included in the Dominion Tax Rate of 50% and 2% 
Old Age Security Tax together 52% in future). Furthermore, 
the Ontario Capital and Place of Business Tax will not be levied 
beginning with the calendar year 1952 which is a saving of at 
least $20.00 for the smallest company and up to several 
thousand dollars for large companies. 

For the accountant, the agreement means relief from the 
preparation of separate tax returns for the Province, separate 
payments of installments and final tax liability, keeping of 
separate accounts for this tax liability in the books and last, 
but not least, the involved separate calculation of the resulting 
tax from year to year on uncertain ground. It has hardly been 
realized that the Ontario Corporations Tax Act cannot be 
described as good tax legislation as it leaves very important 
decisions fully to the discretion of the minister and is riddled 
with special provisions for several types of enterprises. This 
would have been confusing enough but the taxing authorities 
in Ontario added a further difficulty by changing their minds 
on the allowance for depreciation repeatedly. First, they were 
determined not to go along with the diminishing balance method 
introduced by the Dominion for 1949 and subsequent years; 
therefore, the majority of corporations filed their returns on the 
straight line depreciation basis. Naturally, these concerns made 
their installment payments on the same basis and were more 
than disappointed to find out, years afterwards, that they had 
underpaid their taxes and are now obliged to pay interest 
penalties because the Ontario taxing authorities have retro- 
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actively accepted the diminishing balance method and, in many 
cases, have arrived on this basis at a higher taxable income than 
the taxpayer in good faith has calculated. This illustration 
alone should suffice to highlight the nuisance value of taxation 
by different tax authorities on the same source. 


Anti-Combines Legislation 


The changes made in the Combines Investigation Act and 
corresponding sections of the Criminal Code have put this part 
of our Canadian legislation into the limelight in recent months. 
The Act is aimed against restrictive trade practices. One objec- 
tion against the Act is the fact that enterprises can be found 
guilty of having entered into a combine, although the reason 
for their association may be quite in agreement with the public 
interest. As has been reported before, the recent amendment 
separated by the rule of prosecutor from that of the judge by 
setting up a Restrictive Trade Practices Commission to which 
the Director of such investigation has to report. Heretofore, 
the commissioner investigated and prosecuted. 

The commission has been appointed and the legislation in 
its amended form becomes valid on the lst of November, 1952. 
Although the Minister of Justice had predicted that the members 
of the commission “will be lawyers, economists or professional 
trained men or women of that sort who, in addition to a good 
academic training have had as much experience as we can 
secure in the candidates who present themselves” the selection 
of the members of the commission has been highlighted by the 
complete lack of appointees with practical experience in execu- 
tive business or industrial positions. ° 

The appointments will, therefore, create certain apprehen- 
sions in circles of industry and commerce lest the commission 
be too much influenced by the director who has the tremendous 
advantage of a thorough experience in this field, not to mention 
that his assistant has become one of the members of the three- 
man commission. 

It will probably take some considerable time to see in 
what direction the activities of the director and the commission 
will lead. The members of the commission though, have been 
appointed for ten years and their interpretation of the aims of 
the Act will have definite bearing on the development of 
industry and commerce in this country. 


310 








COST AND MANAGEMENT 


New Members 


FORT WILLIAM - PORT ARTHUR CHAPTER 


C. Gilmor, The Great Lakes Paper Co. Ltd. 
Miss Eleanor Nasi, Hammermill Paper Company 


HAMILTON CHAPTER 


E. Webb, Studebaker Corp. of Canada Ltd. 
J. Warren Cooke, Brown Boggs Foundry & Machine Co. Ltd. 


LONDON CHAPTER 


Glen R. Lees, Pumps & Softeners Ltd. 

Peter F. Flynn, Pumps & Softeners Ltd. 

Robert W. Losee, Dalston Purina Co. Ltd., Woodstock, Ont. 

W. Ralph Moxley, Truck Engineering Ltd., Woodstock, Ont. 
George A. Armbrust, Truck Engineering Ltd., Woodstock, Ont. 
John E. Davis, Ralston Purina Co. Ltd., Woodstock, Ont. 


NIAGARA CHAPTER 
David Dimmo, Jr., Woods Manufacturing Co. Ltd., Welland, Ont. 
A. V. Boddy, North American Cyanamid Ltd., Niagara Falls, Ont. 
Jack G. Threader, Packard Electric Co. Ltd., St. Catharines, Ont. 
Donald M. Scott, Canadian Cellucotton Products Co. Ltd., Niagara 
Falls, Ont. 


NON-RESIDENT ONTARIO 
Claude G. Jesmer, The British Rubber Company, Lachine, Que. 
Lawrence O. Lloyd, Dominion Tar & Chemical Co. Ltd., Cornwall, 
Ont. 


OTTAWA CHAPTER 
Donald C. Gardiner, Atomic Energy of Canada Ltd., Chalk Riven, 
Ont. 


PETERBOROUGH CHAPTER 
John W. Harris. The DeLaval Company Limited 


SYDNEY CHAPTER 


Douglas D. Barrett, J. W. Stephens Ltd. 

Charles E. Campbell, Dominion Iron & Steel Ltd. 

Philip Doucet, Highland Lines Limited 

Arthur L. Earle, McCurdy & Co. Limited 

Robert Evans, British Canadian Co-Operative Society Ltd. 

F. G. Huson, Bras d’Or Coal Company Limited, Bras d’Or, N.S. 
A. Bruce McDonald, Post Publishing Co. Ltd. 

R. F. MacDonald, Dominion Steel & Coal Corp. Ltd. 

John L. MacDougall, DeYoung’s Limited 

John R. MacInnes, Dept. of National Revenue, Income Tax Dept. 
Roy M. MacKenzie, MacPherson Motors Ltd. 
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Neil R. McLean, Dominion Coal Company Limited 
Frank McMillin, Dominion Coal Co. Limited 

Edgar L. Matheson, Thompson & Sutherland Ltd. 
Albert L. Pertus, Margaree Steamship Company Ltd. 
H. F. Slade, Steel City Motors Ltd. 

M .F. Stewart, Scotia Wholesale Ltd. 

J. H. Sutherland, Thompson & Sutherland Ltd. 

A. S. Urquhart, Dominion Steel & Coal Corp. Ltd. 
G. G. Whyte, Thompson & Sutherland Ltd. 

W. F. Wilson, Eastern Light & Power Co. Ltd. 

Harry Gordon, H. Gordon & Co. 

G. F. Farmer, Elman Motors Limited 

David L. Laing, Dominion Steel & Coal Corp. Ltd. 
Donald MacDonald, The Sydney Engineering & Dry Dock Co. Ltd. 
A. S. Tasman, Dominion Steel & Coal Corp. Ltd. 

P. G. Downing, 9 Wentworth St., Sydney, N.S. 


TORONTO CHAPTER 


Frank L. MacDonald, Ditto of Canada Ltd. 

Norman MacLeod, Ryerson Press 

Zoltan L. Sarosy, The Robert Simpson Eastern Ltd. 
Igor Bobrow, John Ritchie Ltd. 

James D. Grant, Canadian General Electric Co. 


VANCOUVER CHAPTER 


Graham F. Cooper, Beach Camp, Englewood, B.C. 

F. T. G. Chester, Griffiths & Griffiths 

L. S. Lyne, 722 - 6th Avenue, New Westminster, B.C. 

Marcus A. Ferras, Sr., 2686 Garden Drive, Vancouver 12, B.C. 
George A. Verral, Sweeney Cooperage 

Graham J. R. Alce, James Richardson & Sons 

W. H. Harvey, Western Canada Breweries Limited 





ACCOUNTANT WANTED 
By 
LARGE MONCTON, N.B., ORGANIZATION 
This advertisement is directed to a man _ presently 
employed, who is looking for advancement in the 
accounting profession. 
The position requires: 
(a) Sound accounting training and experience; 
(b) Ability to prepare financial statements 
and statistics; 
(c) Ability to organize and implement accounting 
and office procedures. 
Salary will be commensurate with the responsibility of 
the position and the qualifications of the applicant. 
Reply to Box 25, Cost and Management. 
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BOOK REVIEW 





PAYNE, PATTON & PUGSLEY 


CHARTERED ACCOUNTANTS 








Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 
507 University Tower, Montreal 2, UNiversity 6-6961 ; 





“COST ACCOUNTING” 
By MATZ, CURRY, FRANK 
Published by South-Western Publishing Company, New Rochelle, New York. 

In Canada from W. J. Gage and Company Limited, Toronto, Ontario. 

This new text book of cost accounting by three professors from the 
University of Pennsylvania, North Texas State College and the University 
of Maryland has just appeared on the market. One could easily ask the 
questions: Why another text book, and how does it differ from texts we 
have studied? 

Other modern text books have found it necessary to adapt their 
presentation to the improved idea of Managerial Accounting. J. W. 
Neuner’s Cost Accounting text book, used now in the R.I.A. courses, 
contains a chapter with the heading “Re-Examination of Cost Accounting 
from the Managerial Viewpoint” written by Professor W. G. Vatter of 
the University of Chicago. Devine’s book “Cost Accounting and Analysis,” 
deals with the managerial aspect of Cost Accounting in a separate section 
which is introduced by a chapter on Variations of the Cost Concept, stating 
that “the business man, through no fault of his own, has remained bewil- 
dered by the various definitions and aspects of Cost coming to him with 
different labels. The complete confusion of the average student has led 
to the inclusion of this chapter.” The book under review seems to have 
integrated the “more common Cost Accounting Concepts of Cost” with 
the managerial aspect from the outset which is borne out by the preface 
starting with the sentence, 

“Cost accounting to-day has been termed a “tool of management”. 

Cost control and cost analysis, budgetary procedures and the flexible 
budget are extensively dealt with, three chapters are devoted to standard 
costs and a separate chapter explains cost reports for cost control. 

The analysis and control of distribution costs, gross profit analysis, 
break-even analysis, profit volume relationships and differential cost 
analysis, each presented in a separate chapter, impressed the Reviewer in 
their up-to-date, concise and still easily understandable presentation. 

Every chapter is followed by Discussion Questions, Exercises and 
Problems. In the preface the authors acknowledge their indebtedness for 
the use of material published by the National Association of Cost 
Accountants, American Institute of Accountants, American Accounting 
Association, Controllers Institute of America, Canadian Chartered Account- 
ants and last but not least, the “Cost and Management” publication of the 
Society of Industrial & Cost Accountants from which sources exercises and 
problems have been adapted; the initials C. M. indicate the material taken 
from “Cost and Management”. G. Moller. 
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CURRENT ARTICLES OF INTEREST TO 
INDUSTRIAL ACCOUNTANTS 


ACCOUNTING 
ACCOUNTING AND BUSINESS FINANCE, PART I, by R. J. Chambers — The 
Australian Accountant, July 1952. 
A METHOD OF REPLACEMENT ACCOUNTING, by Peter Bakker — The Canadian 
Chartered Accountant, August 1952. 
ASSETS, FIXED 
YOUR DISPLACED MACHINES, by William E. Moyer — Factory Management and 
Maintenance, August 1952. 
BUDGETS AND BUDGETING 
BUDGETING PROBLEMS IN A PERIOD OF INFLATION, by Charles Z. Meyer — The 
Controller, August 1952. 
CHARTS AND GRAPHS 


THE DU PONT CHART SYSTEM FOR APPRAISING OPERATING PERFORMANCE, by 
Charles A. Kline, Jr. and Howard L. Hessler — N.A.C.A. Bulletin, August 1952, 


Sec. 3. 
CHURCH 
A STUDY IN CHURCH ACCOUNTING, by E. G. Scovil — N.A.C.A. Bulletin, August 
1952, Sec. 1. 


COST ACCOUNTING 
A HALF CENTURY OF COST ACCOUNTING PROGRESS, by J. Hugh Jackson — 
N.A.C.A. Bulletin, September 1952, Sec. 1. 
COSTING 
BENEFICIAL COSTING FOR MILK PRODUCTS, by Robert W. Cherry — N.A.C.A. 
Bulletin, September 1952, Sec. 1. 
COST REDUCTION 
COST REDUCTION, by A. D. MacKay, B.Com., C.A., A.C.W.A. — The Cost 
Accountant, August 1952. 
DAIRY INDUSTRIES 
BENEFICIAL COSTING FOR MILK PRODUCTS, by Robert W. Cherry — N.A.C.A. 
Bulletin, September 1952, Sec. 1. 
DEPRECIATION 
A METHOD OF REPLACEMENT ACCOUNTING, by Peter Bakker — The Canadian 
Chartered Accountant, August 1952. 
DIRECT COSTING 
THE CASE FOR DIRECT COSTING, by H. W. Luenstroth — N.A.C.A. Bulletin, August 
1952, Sec. 1. 
SOME PITFALLS OF DIRECT COSTING, by J. A. Alvarez — N.A.C.A. Bulletin, Augus! 
1952, Sec. 1. 
FINANCIAL CONTROL 


FINANCING FOR WORKING CAPITAL AND FOR CAPITAL EXPANSION, by Milton 
C. Cross — The Controller, August 1952. 
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CURRENT ARTICLES OF INTEREST 


HOSIERY TRADE 
STANDARD COSTS IN A HOSIERY MILL, by C. R. Pincsak — N.A.C.A. Bulletin, 
September 1952, Sec. 1. 
INCENTIVES 
TRY AN INCENTIVE PRODUCTION BONUS PLAN, by William R. Phelan — The 
Controller, August 1952. 
INDUSTRIAL RELATIONS 
ATTITUDE SURVEYS: HOW TO PLAN AND CONDUCT THEM, by Louis A. Allan — 
Factory Management and Maintenance, August 1952. 
LABOUR 
A BATTERY OF LABOUR EFFICIENCY REPORTS, by Rolfe Wyer — N.A.C.A. Bulletin, 
August 1952, Sec. 1. 
COUNTER-ATTACKING DIRECT LABOUR VARIANCES, by Joe Winters — N.A.C.A. 
Bulletin, August 1952, Sec. 1. 
MAINTENANCE 
PAPERWORK IS OUR ROADMAP TO MAINTENANCE EFFICIENCY, by A. D. Busch- 
mann — Factory Management and Maintenance, August 1952. 
MANAGEMENT 


THE DU PONT CHART SYSTEM FOR APPRAISING OPERATING PERFORMANCE, by 
Charles A. Kline, Jr. and Howard L. Hessler — N.A.C.A. Bulletin, August 1952, 


Sec. 3. 
FINANCIAL ORGANIZATION FOR “MANAGEMENT BY EXCEPTION”, by F. R. M. 
de Paula, F.C.A. — The Journal of Acc tancy, September 1952. 





MANAGEMENT POLICIES AND CONTROLS, by R. D. Greenwood — The Australasian 
Institute of Cost Accountants Cost Bulletin, July 1952. 


MATERIAL CONTROL 


ASPECTS OF RISING MATERIAL COSTS, by A. D. Richmond, F.C.A.A. — The Austr- 
lasian Institute of Cost Accountants Cost Bulletin, July 1952. 


MECHANICAL EQUIPMENT 


PUNCHED CARD SYSTEMS AT THE MANAGEMENT LEVEL, PART 1, by W. P. 
Livingston — Busi Manag t, June 1952. 

PUNCHED CARD SYSTEMS, CONCLUSION, by W. P. Livingston — Business Manage- 
ment, July - August 1952. 

SHIRRIFF’S LTD. SLASH INVOICING COSTS (DUPLICATING EQUIPMENT) — Business 


Management, July - August 1952. 
MOTION STUDY 


HOW TO ANALYZE MOTIONS WITH INTERRUPTED LIGHT — Factory Management 
and Maintenance, August 1952. 


ORGANIZATION 
FINANCIAL ORGANIZATION FOR “MANAGEMENT BY EXCEPTION”, by F. R. M. 
de Paula, F.C.A. — The Journal of Acc tancy, September 1952. 
IS THERE A DOCTOR OF BUSINESS IN THE HOUSE? by N. A. Coan — N.A.C.A. 
Bulletin, September 1952, Sec. 1. 
IMPROVING ACCOUNTING DEPARTMENT EFFECTIVENESS — THROUGH BETTER 
METHODS, by Richard F. Neuschel — N.A.C.A. Bulletin, September 1952, Sec. 3. 
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IMPROVING ACCOUNTING DEPARTMENT EFFECTIVENESS — THROUGH ORGANI- 
ZATION, ADMINISTRATION AND TRAINING, by H. A. McKinnon — N.A.C.A. 
Bulletin, September 1952, Sec. 3. 

OVERHEAD 

MULTIPLE-BASE BURDEN ALLOCATION IN A PAINT COMPANY, by J. R. Raeder — 

N.A.C.A. Bulletin, September 1952, Sec. 1. 
PROFIT ANALYSIS 

PROFIT ANALYSIS FOR THE MAGNET WIRE INDUSTRY, by G. L. Faulkner — N.A.C.A. 

Bulletin, September 1952, Sec. 1. 
REPORTS 

ACTION REPORTS FOR A MAGAZINE WHOLESALER, by W. K. Tarrant — N.A.C.A. 

Bulletin, September 1952, Sec. 1. 
STANDARD COSTS AND COSTING 
THE CALCULATION OF VARIANCES, by N.A.C.A. Research Staff — N.A.C.A. 


Bulletin, September 1952, Sec. 1. 

ELEMENTS OF COST CONTROL, by W. A. Ellis — The Australian Accountant, July 
1952. 

HOW TO USE STANDARD COST, by John Pugsley — N.A.C.A. Bulletin, August 1952, 
See, 1. 

STANDARD COSTS IN A HOSIERY MILL, by C. R. Pincsak — N.A.C.A. Bulletin, 
September 1952, Sec. 1. 

STATISTICS 

COST ACCOUNTING POTENTIALS OF STATISTICAL METHODS, by C. E. Noble — 

N.A.C.A. Bulletin, August 1952, Sec. 1. 


TEXTILES 
UNIFORM ACCOUNT CLASSIFICATION FOR THE TEXTILE MAINTENANCE _IN- 
DUSTRIES — The National Accounting Council of the Textile Maintenance 
Industries. 
WAGES 


RECORD-KEEPING FOR WAGE AND SALARY STABILIZATION, by Ray M. Suter — 
N.A.C.A. Bulletin, August 1952, Sec. 3. 
WHOLESALING 
ACTION REPORTS FOR A MAGAZINE WHOLESALER, by W. K. Tarrant — N.A.C.A. 
Bulletin, September 1952, Sec. 1. 
WIRE INDUSTRY 
PROFIT ANALYSIS FOR THE MAGNET WIRE INDUSTRY, by G. L. Faulkner — N.A.C.A. 
Bulletin, September 1952, Sec. 1. 


ADDRESS OF PUBLICATIONS 


The Canadian Chartered Accountant, 10 Adelaide St. E., Toronto, Ont. 

The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 

The Controller, 1 East 42nd Street, New York 17, N.Y. 

Business Management, 100 Simcoe St., Toronto, Ont. 

N.A.C.A. Bulletin, 505 Park Ave. (Fourth Floor), New York 22, N.Y. 

The Australian Accountant, Butterworth & Co. (Australia) Ltd., 6-8 O’Connell St., 
Sydney, Aust. 

Factory Management and Maintenance, 330 W. 42nd St., New York 36, N.Y. 

The Cost Accountant, 36 Portland Place, London W1, England. 
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‘DITTO 
SOLVES ,... 0:5: 


PROBLEMS—GETS OUT ORDERS 4 TO 
5 DAYS SOONER—SAVES THOUSANDS 


YEA RLY.” Titanium Alloy Mfg. Co., Niagara Falls, New York 





| DUPLICATE INVOICE 
UPACTURING COMPANY 
SADWAT AEW YORK ONY 





Order—shipping—invoice routines 
are simplified, shortened, speeded with Ditto’s 
One-Writing Method. A single writing or 
typing 0” « paper original provides al! necessary 
instructions and records for filling, shipping 
and billing the order no matter how many 
shipments and back-or ders are made! The Ditto 
method requires no mats—no stencils—no 
special skills. No other method handles the 
job so completely, so effectively. For a graphic 
picture of how this is done, write for our new 
folder, “An Order Billing System That Does 
Everything,” and an actual set of forms showing 
what Ditto does. There's no cosi, no obligation. 


DITTO of Canada, Ltd., 310 Spadina Ave., Toronto, Ont. 
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H By combining the flexibility of punched 

OW cards with the versatility of electronic tubes, 
IBM Accounting has developed more speed 

ELECTRONIC . . . greater ability to do the complete 
accounting job. Now it turns out regular 
work faster . . . prepares reports, records, 
and analyses never before available . 


Accounting quickly and economically. 


“4 Experience has shown thousands of business- 

US men that IBM Punched Card Accounting is 

the best way to process accounting data... 

W. k : to produce the day-to-day records that 
or ing business requires. IBM’s combination of 


electronic accounting machines and punched 
cards brings the advantages of both to every 
Or industry, whether it be banking, brokerage, 
distribution, insurance, meat packing, petrol- 
Business eum, railroad, or any other. 
One of IBM’s electronic machines is the 
Electronic Calculating Punch, pictured 
above. The continuous practical application 
of electronics to quantity-produced IBM 
machines is resulting in reduced costs to 
business . . . better service and better 
products. 





INTERNATIONAL BUSINESS MACHINES 
COMPANY LIMITED 
Don Mills Road, Toronto 6. 
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Se Ne eye 
By N. R. BARFOOT, R.I.A. 
CONSUMER DOLLAR DISTRIBUTION 


The following table shows the distribution of the consumer dollar as 
recently reported: 











Cents 
Food 29. 
Housing : 10.5 
Clothing 9.7 
Home Furnishings 6.9 
Health and Beauty Aids 5.7 
Automobiles and Parts 52 
Gasoline and Oil 2.7 
Household Operations 4.9 
Alcoholic Beverages 4.0 
Public Transportation 2.8 
Tobacco 23 
Recreation 1.9 
Personal Services 1.9 
Medical and Dental Services 10.5 
Miscellaneous 2.0 


AGE GROUPS 


The Canadian population over sixty-five years of age is numerically 
and proportionately higher than ten years ago. 


1941 1951 
Percentage of Population over 65 teh 6.7 
Number in Age Group 65 - 69 307,724 433,497 
Number in Age Group 70 and over 460,081 652,776 


CURRENT ECONOMICS 


Reviews made in mid-year show the following trends: 
Capital expenditure 5,181 million, 4% higher than estimate, and 13% 
higher than last year. 
Major increases are: 


Utilities 28% more than estimate 
Manufacturing 33% more than estimate 
Government 31% more than estimate 
Mining and Oil Wells 21% more than estimate 


Labour incomes up by 12% over 1951. 

Time lost in labour disputes indicate a large upward movement show- 
ing the effect of five large stoppages in textiles and clothing. 

Claimants on Unemployment Insurance are higher than predictions. 
Retail sales will move up by 6% over 1951. 
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Greatest influences in this field are furniture, motor vehicles and 
radio and appliances. 

Declining sides to this picture are building supplies, men’s clothing 
and hardware. 

External trade, and exports were up by 20% over 1951, mainly 
influenced by exports of wheat, aluminum, aircraft and parts, copper and 
nickel, farm machinery, zinc, asbestos and precious metals. 

Depressing elements were cattle, flour, fish and its products. 

The import picture showed a heavy decline from the United Kingdom 
and other Commonwealth countries with a small increase from the United 
States. The net result, a predicted decline of approximately 4%. 


DO YOU KNOW THESE FACTS? 
Canadian business gives 27 millions annually to charity and other 
good causes. 
One-half the world’s population is earning less than $100.00 per 
annum and only 10% have reached a level of $600.00 per year. 
Canada and the United States, with less than 10% of the world’s 
people, accounted for 43% of the income. 


ATOMIC POWER FOR INDUSTRY? 

Developments in the last few months have shortened immensely the 
time between now and the atomic age. 
In the last few months: 

A building has been heated by atomic fuel. 

A steam turbine has been turned and has produced enough electricity 
for a lighting system. 

The keel of the first atomic submarine has been laid and the experi- 
mental atomic propulsion unit is nearing completion. 

Five contracts have been concluded between American industry and 
the United States Government for the development of land-based prototype 
power plants for submarines and planes. 

In Canada, a new reactor is under construction at Chalk River that 
will produce substantial quantities of fissionable material. 

Atomic reactors now in operation are: 


United States 13 
United Kingdom as 
Canada 2 
France 1 
Norway-Holland 1 


The Canadian effort has been largely towards developing radio active 
isostopes. These are now available to industry and are being used in the 
following ways: 

—The pulp and paper industry is using them to control concentration 

of chemicals and check efficiency of operations. 

—Pipe line companies are using isostopes to locate line blockages. 

—The aluminum industry is using them for radiographic inspection of 

castings and welds. 

Canada is spending 8.5 millions per year on research and development 
plus 30 million for a new reactor. 
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Canadian industry is using the results of atomic research already and 
will continue at an accelerated rate. 


AIR ROADS IN THE NORTHLAND 


A new era of air transportation is developing in Canada’s Northland. 
The 53-ton 4-engine long-range super air transport is replacing the iron 
horse and the bulldozer. 

Most of the big industrial developments such as the Ungava iron ore 
field, the Aluminum project at Kitimat and the mineral refining activity 
in Northern Saskatchewan have relied heavily on air transport. 

The following facts are interesting: 

In 1942 air freight rates from Edmonton to Yellowknife were $50.00 
per 100 Ibs.; in 1948 $14.97 per 100 Ibs. 

In 1942 cargo revenue was $400.00 per month on the Vancouver base 
of C.P.A.; to-day it is $2000.00 per month. 

In the Ungava project it was estimated that trucking in railroad 
supplies and building a road would have cost 4 millions more than air 
transport of the raw materials. 


Summarizing Profit Rate Figures 


“Industrial Canada,” the publication of the Canadian Manufacturers’ 
Association, continues in its September number, the discussion of the CMA 
Spring Survey of the breakdown of industry’s 1951 sales dollar. The 
Canadian average Company reaped 11.6c in operating profits out of every 
sales dollar in 1951. 

The Government took 5.8c out of these profits for taxes. The share- 
holder got 2.3c as dividends and 3.5c were ploughed back for expansion. 
The reporting Companies had 335.560 employees, their stock was held 
by 271,474 people. 

Industry writes: 

“What proportion of these shareholders were at the same time 
employees we have no way of knowing, but it’s a safe bet that those 
who were playing a dual role in the company had more than a slight 
desire to see the company wind up well into the black side of the 
balance sheet at the end of the fiscal year. At the same time, they 
must have been concerned with the bite income taxes put on the 
company”. 

The Accountant will be surprised to see that there is another than 
a black side of the balance sheet. Heretofore, we only looked for red 
figures on the profit and loss account. These little lapse of the pen, will 
of course not detract from the interesting statistics on the rate and alloca- 
tion of profits. Several comments on the percentage of taxes, complained 
of the high Government’s share in profit, “without any capital risk or 
other business hazards.” Do those comments not forget that the Govern- 
ment is not a party in its own right, but rather comparable to a Board 
of Directors of a co-operation which is the whole of Canada? The sum-total 
of the remuneration of the people who are the Government is an 
infinitesimally small particle of the total expenditures which are roughly 
equal to the total revenue from taxation. This fact gets sometimes blurred 
in our own mind as well as that of the commentators. 
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Management of To-day’s Working Capital 


By DONALD R. PATTON, B.Comm., C.A., R.LA. 
Partner, Payne, Patton & Pugsley 


To-day’s dollar, shrunk to half its former size, active and illusive, 
resists continuous efforts to bring it under subjection. The most energetic 
of the species is the Working Capital Dollar, the pride of any business 
enterprise when it is resting comfortably but through its constant move- 
ment, its comings and goings, a problem of no mean proportions to any 
executive charged with its control. 


The Problem 


The lack of an adequate supply of the working capital commodity 
may not, in all cases, lead to business failure or even to extreme business 
distress, but to any organization its absence can cause discomfort and 
embarrassment, can seriously retard business progress and can limit the 
profit potential through the resulting inability to take full advantage of 
savings and opportunities as they are bound to arise. 

The maintenance and improvement of the working capital position 
of an enterprise has always been difficult, and this has not been rendered 
any more easy with developments in our economy. The prices of 
materials and labour continue to rise. Large disbursements are necessary 
for the establishment or maintenance of markets. Provision must be made 
for the retirement of bonded indebtedness. Over 50% of earnings must 
be diverted to profits taxes. Satisfactory return must be provided to 
investors. Increases are found in expenditures for the maintenance of 
plant, and when replacements or expansions are considered, costs are found 
to be quite out of proportion to those of previously acquired facilities. 
Even recent favourable tax legislation permitting the dispersal of accumu- 
lated earnings at reduced tax rates tempts us to further deplete our current 
capital. 

Let us consider, for example, a company with which I have some 
contact which has an agreement among its owners for the distribution as 
dividends of 60% of its net annual profits. If this company earns $100,000 
in the year 1952 before income taxes, the position would be somewhat 


as follows: 

Net operating profit, before taxes $100,000.00 
Income taxes—federal and provincial—approximately 50,000.00 
Net profit 50,000.00 
Dividends 





60% 30,000.00 


Remainder, available for plant expansion, repayment of 
funded debt, improvement of working capital position, 
etc., etc. $ 20,000.00 
The dividend, under the circumstances, is equitable, but the amount 
remaining for general financial and plant improvement is_ seriously 


inadequate. 
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Or let us consider any company acquiring a presently operating firm 
with a substantial funded debt. The amount of profits which will have to 
be earned for the payment of profits taxes, return to its owners, and the 
building up of its productive facilities, will have to be very large to leave 
anything for any considearble repayment of its long term obligations. 

Is it any wonder that our executive is concerned when he tries to 
reconcile the profit for the period with the change in his bank balance or 
even in his working capital total? 


What Is Working Capital? 


The amount of working capital has always been of primary interest 
to the analyst of a firm’s affairs. Let us consider the content of this 
working capital figure. 

Working capital is defined as the excess of current assets over current 
liabilities. As found on our financial statements working capital is 
determined on the assumption that the Company will continue in business, 
and the items comprising it are included and valued on the basis of their 
worth to a going concern. 

Let us examine first the current liabilities, the obligations which 
ordinarily must be met from current assets within the regular business 
cycle. These obligations include trade accounts payable, short-term loans 
and notes. provisions for income taxes, liability for unpaid declared divi- 
dends and accruals of wages, commissions, interest, rentals and similar 
items. They do not, ordinarily, include long-term obligations falling due 
within the coming fiscal period where these are to be refunded, nor similar 
obligations for the repayment of which monies have been accumulated in 
specified funds. 

In order to meet these obligations we must call upon our current 
assets. 

Cash is our most readily realizable asset and fortunate do we consider 
ourselves if we have an adequate supply of it. The efficient operation and 
control of the various bank accounts—central depositary accounts, local 
disbursement accounts, payroll accounts, dividend accounts—to the satis- 
faction of the company and of its bankers is no mean task. 

The securities included in the Current Asset group represent temporary 
investments of surplus monies. They comprise investments which have 
been made in interest-bearing readily marketable securities in order to 
keep earning funds which are not required for the moment. The subse- 
quent marketing of such securities at a profit is incidental. 

Accounts and Notes Receivable represent amounts due currently from 
Trade Debtors, officers, employees, affiliated companies in the ordinary 
course of trade and installment and deferred accounts conforming to 
normal trade practices, but do not include amounts due on account of 
advances from the sale of capital assets or from other unusual transactions 
which will not ordinarily be due for collection within the coming fiscal 
year. Receivables will normally be reduced by a fair and adequate provi- 
sion for accounts which may later prove uncollectible. 

The amount of outstanding accounts receivable should have a direct 
relationship to sales, making due allowances for terms of discount and of 
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credit, invoicing procedures and collection policy, and they should be 
carefully controlled. 

Inventories include materials to be consumed in manufacturing, goods 
which have advanced part way through the productive processes, and 
completed or purchased merchandise awaiting sale. The investment in 
inventories usually makes up a substantial portion of the current asset 
total, and it is important that it be kept within reasonable limits and in 
proper relationship to the volume of production and of sales and to the 
other current assets. 

Prepaid expenses comprise such relatively small items as insurance, 
taxes, rentals and supplies which will be used currently during the regular 


operating cycle. 


Original Provision of Working Capital 


Working capital is provided originally through equity investments and 
through borrowed funds. 

An over-all financial plan should indicate the types of financing and 
the proportions of each that would be most advantageous for the company. 
The overall requirement as forecast should take into account estimated 
needs for productive facilities and for current capital, with such margin 
as may be necessary to provide for unforeseen conditions and emergencies 
—enough capital to enable the firm to operate soundly. The entire 
financial structure should result from careful planning and not from 
haphazard developments. 

The amount of borrowed capital should not be out of line with share- 
holders’ equity. What that relationship should be is a matter of opinion, 
and will vary with different concerns and be influenced by governmental 
regulations and current economic conditions. 

Equity capital requires an adequate return to the investors, usually 
at rates higher than those paid for borrowings, in order to compensate 
shareholders for their greater risk. Preferred shares carry a_ specified 
dividend rate, priority as to returns, and in some cases plans for retirement 
or redemption. Common shares are residual as to dividends and principal, 
and, because of the greater risk, merit the highest return when company 
progress is good. 

Borrowed funds entail fixed carrying charges and provisions for repay- 
ment, but their interest costs are at a lower rate and are deductible for 
tax purposes. They may be on a long-term or a short-term basis. Long 
term borrowings include bonds and debentures, mortgages, and term loans, 
and should be a part of the financial plan and arranged for well in advance. 
Current advances may take the form of short-term loans, current bank 
accommodation, advances by finance companies, consumer installment 
receivables, negotiable paper, or extension of terms with creditors. The 
claims of debt capital are ever-present—accounts receivable may shrink 
in value, inventories may become obsolete, but financial obligations con- 


tinue at their full amount until they are liquidated. 
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Inter-dependence of Financial Management 


The problem of providing and maintaining a satisfactory financial 
position is the responsibility of the financial manager. He is a member of 
a team composed of persons responsible for production, plant construction 
and maintenance, sales, distribution and administration. While the other 
functions are dependent upon intelligent financial planning and control, so 
is financial planning dependent upon them. 


Satisfactory Working Capital — Amount and Ratio 


A great deal of advice has been given as to the proper relationship 
between current assets and current liabilities, and to the dollar amount 
of the net working capital. The varieties in business, in terms of credit, 
in the turnover of inventories and in general operating procedures, make 
it difficult to determine a ratio which is always suitable and feasible. The 
most generally accepted is that of current assets to current liabilities in 
the ratio of two to one. Many small businesses are able to carry on with 
a much less satisfactory current position, and even with a deficiency of 
working capital, but their position is, at best, hazardous. A surprisingly 
large number of substantial Canadian companies have capital ratios run- 
ning upward from 2 to 1 to 342 or 4 to one. 

The dollar amount of net working capital is of as great moment as 
the ratio. For example, a substantial Canadian company shows in its 
published 1951 statement a current ratio of three to one, but the amount 
of its net working capital is only about 5% of the total of its assets. For 
the type of business concerned, this is not cause for concern, but the same 
condition in many trading businesses could be serious. 

There is, too, a further point of concern. The ordinary operations 
require the circulation of capital within the current asset group during 
the business cycle, with conversion from inventories to receivable to cash. 
Inventories are the least liquid of the current assets and on occasion may 
include deteriorating slow-moving or idle stock, poor assortments and 
general over-stocking and the current capital ratio may not be indicative 
of the amounts readily available to satisfy current obligations. If we 
eliminate the inventories and prepaid charges, the remaining so-called 
“Quick” assets, comprising cash, marketable securities and receivables, 
may be compared with and should at least equal current obligations. 


Maintenance and Control of Working Capital 


When we have acquired a satisfactory working capital position, the 
importance of its maintenance and control cannot be overestimated. Much 
control is possible to the financial man in his job of safe-guarding his 
current position. 


Earnings 


Only through consistent earnings, and their partial retention in the 
business, can a company be self-financing. Maintaining a volume of 
business far enough above the break-even point to bring an adequate 
margin of profit becomes increasingly difficult as material costs, wage rates 
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and expenditures for services continue to rise. Although the cash move- 
ment does not immediately follow sales and purchases, capital improvement 
over the periods will correspond closely with the profits disclosed in the 
statements, with the addition thereto of those amounts of expense which 
may not represent cash outlay at the moment, for example, depreciation 
on fixed assets and the amortization of discount on bonds. With the 
institution of deferred depreciation, the cash profit may lose some of its 
margin over the statement profit figure if the depreciation provided in the 
accounts is in conformity with the tax allowances. 

Offsetting this excess of cash profit over statement profit, however, 
are the necessary expenditures for capital assets, for the repayment of 
long-term indebtedness and for the payment of dividends. 


Reduction of Working Capital Requirements 


Other improvements in the working-capital position may also be 

effected by careful financial management including the following: 

(a) Keep temporary investments of surplus funds in securities readily 
realisable. It is well that temporary excesses of funds should be 
kept earning income, but they should not be diverted to securities 
which cannot be disposed of without loss. 

(b) Maintain diligent supervision over receivables—encourage early 
payment without the implementation of excessive discount con- 
cessions—send to customers invoices and statements regularly 
and promptly—pursue a diligent collection policy in regard to 
slow-moving accounts—apply credit regulations firmly and 
effectively, short of the point at which profits would be lowered 
thereby—obtain from customers paper that may be used for 
discount purposes as and if required. 


(c) Obtain the most advantageous terms available for the settlement 
of trade payables. 
(d) Reduce inventories not necessary to production or sale, by 


eliminating obsolete or dead stock, uneconomical varieties and 
overstocking. Promote inventory efficiency. Standardize quali- 
ties, styles, and sizes and keep the whole inventory modern and 
up to date. Prepare production quotas and sales estimates. 
Reduce the manufacturing period wherever that may be possible. 
Keep jobs moving steadily from raw materials to sales. Eliminate 
wastage. Caution in the handling of inventories is essential to 
avoid unnecessary tying up of capital, excessive carrying charges, 
depreciation, and distress selling when economic conditions 
deteriorate. 

(e) Sell, as and when advisable, investments or other assets not useful 
to the regular business operations. 


Returns to Investors 


Invested capital is entitled to certain returns before investment in 
increased facilities can be justified. It is true that many smaller companies 
owe their success to their early policy of retaining all earnings in the 
business for improvement and expansion and the owners have been quite 
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happy to bend all their efforts toward building up an ever-increasing 
producer. 

As businesses become larger, however, and the investing owners 
become more numerous and wide-spread, it would not be fair to restrict 
the returns below a satisfactory minimum, particularly to the smaller 
investor who is dependent for his livelihood upon the income which his 
capital will bring. 


Additions to Fixed Assets 


Extension to and improvements of plant must be provided for if a 
business is to carry on successfully. A fair proportion of earnings should 
be retained in the business for this purpose, but it has happened many 
times that working capital has been dangerously depleted by diversion 
to fixed assets. Many companies with more good assets than liabilities 
have found themselves in serious financial straits through lack of planning 
for growth. 

Under present conditions it is most difficult to plan for any large- 
scale additions to buildings and equipment without providing for outside 
financing—through additional invested capital or through term borrowings. 


Budgeting 

Forecasting is essential for capital control as it is for any other 
successful business operation. The budgeting of sales, production, 
purchases, overhead and capital expenditures will lead to the forecast of 
profits and the budget of cash requirements. Long-term or temporary 
financing may then be discussed and arranged for ahead of requirements. 
Budgeting necessitates advance thinking and planning throughout the 
entire organization. 


Conclusion 


Diligent financial management must always be awake to the necessity 
of maintaining a strong liquid position. Much can be done but like any 
other phase of business management, it requires careful study, complete 
co-operation with other functional divisions of the enterprise, and intelli- 
gent and informed planning. 
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Managing To-day’s Merchandising Dollar 
By. NICK ABRAMSEN 


Asst. Controller, Wholesale Divisions, Kelly, Douglas & Company, Limited 


Vancouver, B.C. 


Many years ago the pioneers in the field of scientific 
management, the field of cost accounting, and the field of 
budgetary control, began their work with manufacturing con- 
cerns. While there was some pioneering in these same fields by 
wholesale and retail firms, it was the manufacturers who gave 
the early major boost to the various forms of control. 

If there is any group which needs tight controls, it is the 
wholesaler and retailer of food, because of the narrow margin 
on which they must work. About two decades ago, independent 
grocers and butchers were able to secure gross profit margins 
of from 25% to 35% and they showed handsome net profits. 
Wholesale grocers had gross profit margins of 15% to 18% and 
also had nice net profits. Then the food chains began mass 
distribution and all margins were gradually reduced until to-day 
the large food chains secure a gross profit margin of 13% to 
15% which covers the equivalent of both the wholesale and 
retail margin. During 1951 any food chain organization which 
showed more than 112% net after taxes was in the upper 
brackets, and any food wholesaler who could net more than 
34% after taxes was doing an outstanding job. 

When any group of distributors must operate on such 
narrow margins and end up with such thin net profit percentages 
as is true in the distribution of food products, one would be 
justified in assuming that the scientific approach to manage- 
ment control would be considered a must. Yet few food 
distributors, and this applies to food chains, food wholesalers 
and independent retailers, have been using the scientific 
approach. 


Budgetary Control 


Sound budgets must be placed in the number one position 
so far as management control is concerned. It would merely 
be an academic recital to attempt to list the factors which must 
be considered when establishing budgets. Any good industrial 
accountant knows that budgets must be realistic and not merely 
something which will look good to the company president. If 
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top management doesn’t like what the budget shows, it is up to 
top management to appraise the sales and gross profit forecasts 
to determine what steps can be taken, if any, to bring about a 
better looking picture. Likewise, if management does not like 
the budgeted expense ratios, it should make such analyses as 
are necessary, to determine what changes in methods and pro- 
cedures can be made that will result in satisfactory expense 
costs. When all such analyses of sales, gross profits, and 
expenses have been made, the budget must still be realistic. 

Some firms have their budgets established by top manage- 
ment or by a budget department and then give a final budget 
to each operating department or branch of the company. Others 
have original budget work done by the department or branch 
manager and reach the company budget by accumulating these 
department and branch budgets. I believe that a combination 
of the two systems is most desirable. Top management or a 
budget department has the best over-all concept of the total 
company operation and, therefore, it seems desirable to establish 
a top management budget completely independent of the think- 
ing of department and branch managers. 

On the other hand, department heads have a more intimate 
working knowledge of their departments and branch managers 
have a more intimate knowledge of conditions in their territories 
than top management can have. Also it is desirable to force 
department and branch managers to forecast their own future 
through budget planning. 

It appears fair to conclude that two sets of budgets should 
be made simultaneously, one by top management or a budget 
department, and one by department and branch managers. 
The two should then be harmonized into a final budget. 

In the food industry I like to see budgets covering two 
quarters made just ahead of each quarter. This means that 
the budget for the following quarter is a final budget and the 
budget for the second following quarter is preliminary as it will 
be reviewed and possibly revised three months later. 

Budgets are of real value only if the actual results are 
compared with the budget as each quarter is completed. There 
is one thing about comparing actual results with budgets which 
has always bothered me, and perhaps giving this idea an added 
push to-day is my main contribution to this meeting. Suppose, 
for example, that actual sales exceed or fail to meet budgeted 
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sales by 10%. A direct comparison of actual expenses, with 
budgeted expenses will result in a distorted picture if manage- 
ment wants to know what expenses should have been. If sales 
exceed the budget by 10%, certain expenses should exceed the 
budgeted expenses or the original budgeted expenses were set 
too high. This is true only of those expense items which vary 
directly or partially directly with sales. It is not true of those 
items of fixed expenses which have little or no direct relation 
to sales. 


Likewise, if actual sales fail to meet the budgeted sales, 
by 10%, certain expense items should be less than budgeted 
or else the company does not have adequate current control of 
its flexible expense items. 


To illustrate this point, in retail food stores we now work 
on the basis of sales per man hour. Chain food stores developed 
such standards and the idea was later adopted by the better 
independent retailers. As we see sales going up or down from 
week to week, we add or subtract full time or part time help. 
It was not many years ago that food stores thought they must 
have the maximum number of full-time employees, with some 
part-time Saturday help, in order to have competent help. This 
resulted in either too much help the first part of the week and 
too little the latter part of the week, or it meant too much help 
for the total week. Now we try to have a basic minimum staff 
with more help as needed each day in the week. 


What I am leading up to is simply the need for modifying 
the expense portion of the budget before making a comparison 
of actual results with the budget. If sales exceed the budget 
by 10%, what expense items should have been increased and 
by what amount to represent the real expense thinking that 
the budget portrayed? This problem involves dividing all 
budgeted expenses into two basic groups; namely, those that 
are relatively fixed and, therefore, do not go up or down with 
minor variations in sales, and those items which should vary 
with any appreciable increase or decrease in sales. 


Standards of Operation 


This brings us to not only basic cost accounting, but to 
statistical studies which enable us to forecast costs in relation 
to expected sales. 
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Statistical or cost studies in the retail and wholesale field 
are possibly more difficult than for most manufacturers. Most 
manufacturing companies have a single plant or at most three 
or four plants doing the same job. Each plant may consist 
of a number of departments and there is usually the problem 
of joint costs. A chain in the food field may have a few stores 
or it may have several thousand. The stores vary in physical 
size and volume. They vary in degrees of service and self- 
service. They vary tremendously in type of customers served 
and, therefore, in types of merchandise sold. 

There are very few chains which have established adequate 
standards for store operation that give due weight to sales 
volume, physical store size, layout, amount of self-service, etc. 
They have tended to operate on averages or percentages with 
the result that many stores are not operated as efficiently as 
they should be, because they are not measured against a fair 
standard. 

If chain stores have inadequate knowledge of how 
efficiently a given store should be operated, it is obvious how 
much less an independent food retailer knows about efficiency. 
Just as the more progressive chain store organizations have 
taken steps to improve their knowledge of store operation and 
then transmit this knowledge to chain store managers, so the 
more progressive food wholesalers are working with their inde- 
pendent food retailers. 

Standards of operation are likewise necessary in the 
operation of a food warehouse. It is widely accepted that it 
takes less time per piece to put up a large order than it does 
a small order and so all food warehouses try to get as large 
orders as possible from each store each time an order is placed. 
They must compromise between the desire for large orders and 
the necessity for giving stores sufficiently frequent service. 


Merchandise and Gross Profit Controls 

With the exception of seasonal merchandise, such as canned 
fruits and vegetables, most items sold by food wholesalers and 
retailers can be purchased currently and, therefore, orders need 
be placed only a short time ahead of the sale. This is especially 
true at the retail level, and there it is more true of meats and 
fresh fruits and vegetables than of dry groceries and household 
items. A good store operator will get one hundred stock turns 
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per year in his fresh fruit and vegetable department and at least 
seventy-five stock turns in meats. Because of the vast number 
of items handled and the narrow gross profit margins, food 
retailers cannot afford stock control records for individual items. 
This means that the store manager and his associates must have 
an intimate knowledge of the weekly movement of each item. 
Even the best store operators must be reminded periodically 
by a supervisor that they are missing sales by being out of 
stock, or failing to have on hand and displaying the right 
amounts of certain items. 


Operating Controls From Accounts 

It has been my privilege to work closely with a number of 
good accountants, all of whom were sincere in their desire to 
do proper accounting and to provide management with control 
data. I have noticed one uniform weakness in accounting 
systems from a management viewpoint. It is simply that most 
accounting systems are devised to produce a simplified profit 
and loss statement and to show changes in the balance sheet. 
They do not provide sufficient management control data. This 
is probably due to the fact that most accounting teachers and 
auditors have never had management experience. 


At the chain warehouse or food wholesaler level, the 
problem of buying against sales is a real challenge. Store man- 
agers seem to overstock which runs up withdrawals from the 
warehouse, and then fail to buy in order to get inventories back 
in line. This shuts off withdrawals from the warehouse. The 
buyer for the wholesaler has a difficult time in keeping his 
inventories balanced against sales. The cost of keeping complete 
current records of sales by items would be prohibitive, so the 
buyer, like the store manager, must have an intimate knowledge 
of the weekly movement of the items for which he is responsible. 
Again we must admit that the food industry has not found a 
sufficiently economical method for complete inventory control. 


Since it is not possible to set up current gross profit records 
by items at either the store or warehouse levels, we find it 
necessary to get sales and gross profit figures weekly in both 
stores and warehouses in the fresh fruit and vegetable depart- 
ment and weekly or bi-weekly in the meat department. 
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Most organizations, both retail and wholesale, get complete 
profit and loss statements quarterly and estimated profit and 
loss statements each month or four-week period. 


Even though the food industry is cut-throat competitive 
and operates on extremely narrow gross profit margins, there is 
a semi-blind spot in operating and accounting records in the 
field of gross profit and merchandising records. The over-all 
gross profit data are accurate, but our knowledge of the com- 
position of the gross profit figures leaves much to be desired. 
Costs of record keeping has led to extreme lumping of figures. 
Somehow the industrial accountants must find ways of holding 
accounting costs down, and still provide management with more 
adequate gross profit control data. 


Summary 


In these remarks I have tried to show that the merchandis- 
ing field needs to catch up with the manufacturing field in the 
scientific approach to accounting and costing. 

We need better budgetary work and all comparisons 
between actual results and budgets must be with flexible budgets. 

Merchandising must be based on standards of operation, 
but such standards must be more accurately set than are secured 
by using averages. 

The food industry needs better knowledge of its gross 
profits than show up in a total gross profit figure or even gross 
profit figures for major departments. 

Management control data can be secured as the regular 
accounting is being done provided the accounts are established 
so as to produce the needed management control data as 
by-products. 

During the last twenty years, the retail and wholesale field 
has become highly competitive. This is especially true in the 
food field where chain store organizations forced the concept 
that mass buying and mass handling of food was possible. The 
advent of the super market forced mass selling in single store 
units. The food companies who expect to still be operating ten 
years from now, must adopt a more scientific approach to man- 
agement through time and motion studies, statistical studies and 
better cost accounting. We must learn more about “Managing 
the Merchandising Dollar.” 
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Minimum Cost Controls 
By CLAIBORNE H. JOHNSON 


Controller, Fleming & Sons, Inc. 


The title of this subject is misleading. It would be a 
deception to pretend we could cover in these few words all the 
things a “small manufacturer” should have to keep his costs 
under control. Most of us spend all our lives trying to discover 
just what those things should be. No, we shall be forced to do 
considerable condensing in this discussion—so much so that 
perhaps it should be better called “Small Controls for a 
Minimum Manufacturer”! But as the subject has been 
definitely assigned to us, we shall attempt a concise coverage 
of the field. 


Introduction 

First of all, we had better do some minimum defining of 
terms. We are not going to limit remarks to accounting controls 
alone, but we are going to stick to our idea of what is a “small” 
manufacturer. We shall mean, I suppose, a manufacturer who 
certainly employs no more than 500, nor whose net worth 
exceeds a million dollars, and, likely, one whose annual sales 
volume would not usually run more than five million. At least, 
it probably would not have before the present inflation. We 
are thinking mostly of one somewhere in the middle zone of 
the spread of activity whose upper limits we just mentioned, 
although we should emphasize that cost controls can and should 
be utilized to some degree by all, regardless of size. 

To begin with, if our theoretical enterprise were just a 
one-man business, literally, that one man, doing all his own 
work, would have no need to control the performance of others. 
But just as soon as he hired a helper, or delegated his job to 
someone else, he would need some sort of check-up on how the 
job was being done. As long as our small man can keep a close 
watch on his shop personally, he can maintain actual, personal 
control, that should suffice to take care of his situation. This 
control, by observation, personal contact, and consultation is the 
first, simplest, and one of the undoubted best methods of control. 
Indeed, it might be said that all business figures, expressed in 
all sorts of reports, statistics, and analyses are but an attempt, 
even on the part of advanced accounting technicians, to 
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portray in limited, objective figures all the happenings in the 
business which the manager of the truly small shop can see and 
feel for himself first-hand, while maintaining personal control 
over and happy relations with his few employees. 

But even the very small operator has to keep a set of 
books, and here starts the control process, as accountants are 
prone to think of it. The first control is, indeed, “bookkeeping”, 
and the basic record control for the small producer is a set of 
adequate books, involving, most importantly, a comprehensive 
list of general ledger accounts, arranged in sequence of the type 
of financial report or statement he most commonly will use. 
Some general ledgers are still arranged in alphabetical order of 
accounts, probably, but there are few real reasons for that, and 
the practice will no doubt virtually become extinct. It should. 
The time saved, alone, in taking off statements from the 
functionally arranged ledger would seem to outweigh any con- 
siderations of older alphabetical classifications. 


The Personnel 


At this point it would be well to highlight the fact that all 
bookkeeping, all business figures, depend very greatly for their 
value, and depend outstandingly for the efficiency of the opera- 
tion of the system of accounts, whether simple or complex, upon 
the quality of the personnel who first write down the arabic 
numerals. Yes, honest, speedy, accurate basic figure work at 
the beginning level is one of the finest controls over the system 
itself, and thereby over the business itself. Much additional 
clerical cost in operating the elaborate systems of our larger 
concerns is frequently incurred either in auditing for accuracy, 
or setting up and operating overlapping, checking, redundant 
procedures to insure final accuracy. If the small shop’s 
accountant is an expert at getting the figures down fast and 
right the first time, what a boon he is to the business. 

The moral is: get the best accounting, clerical, bookkeeping 
help you can find—and pay for it on a fair basis. There is not 
much sympathy to be wasted on the employer who pays a fine 
figure man merely the minimum amount necessary in order to 
prevent the employee from looking actively for another job. 
The clerical foundation of the system must be strong, and one 
of the best reinforcements, especially for the small man whose 
office force must be kept light, is high remuneration for good 
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accounting and clerical personnel. That seems fundamental, 
but it is often ignored. 


Eliminating Books of Original Entry 


Having an adequate general ledger whose accounts will 
intelligently analyze the classes of expense of his business, our 
small manufacturer sets out to elaborate his underlying books 
of entry to yield the reports he needs on his cost elements of 
labour, material and manufacturing expense. Probably he has 
the usual journals as books of original entry, although as he 
grows larger, still wanting to keep his staff small, he may short- 
cut in the interest of economy and fast control. He may find 
it feasible to use multiple copies of underlying records and 
transactions to eliminate some, or all, of his books of original 
entry. Close filing and sorting control of these copies, with 
easily and quickly added interim totals even before posting to 
ledger accounts, may be the answers to his desire to speed up 
his figures with his overburdened small office staff. The elimina- 
tion of the standard type accounts receivable ledger by this 
technique, with no loss but rather a gain of control in that more 
speed is achieved through a lessened clerical work load, is well 
known, and adaptable to virtually all small businesses. What 
may not be so well known to some small businessmen is that 
the same technique may also be applied to payables, with 
variations. Indeed, one large company has managed to record 
its entire operations directly from original transaction records 
without intervening rewritings in “books of original entry”. 
There is a lot more to be done in this field, and without an 
appreciable increase in mechanization costs of office work. 


Reduction of rewritings through ingenuity in design of 
multiple-part forms is helpful especially to the smaller busi- 
nesses, who can secure much valuable assistance in this field 
from the experience of the large companies and the forms 
publishing houses who have helped develop this idea. These 
comments in no way are meant to minimize the vital assistance 
of mechanized accounting aids, which are one of the outstanding 
parts of our American industrial system. Many controls are 
made simpler of construction by use of mechanization, and the 
small manufacturer must carefully consider all types of figure 
and general clerical help through use of office machines. The 
best is none too good to achieve timeliness in reports. 
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In this connection it may be interesting to observe the 
comment of the Specialist .Team on Management Accounting 
from Britain which visited this country last year, appearing on 
page 654 of the February, 1951, NACA BULLETIN: 

55. To British eyes the provision of auxiliary office equip- 
ment, such as calculating machines, addressing 
machines, and typewriters, seemed lavish. However, 
much loss of time is avoided because documents do 
not have to travel to and from calculating sections. 
The opinion was expressed that an investment of 
£250 per clerk was justified. It is expected that the 
cost of any additional machinery will be covered by 
savings in salaries within two years. By law the 
minimum wage in the United States is $30 per week. 
(Italics added). 

This is the result of a survey of our largest, national concerns, 
but the comment could well apply to many of our small 
producers. Within the limits of his ability to buy capital 
equipment, the small manufacturer would many times do well 
to consider the advisability of the most modern office machinery 
in the same light and seriousness as he examines the desirability 
of new shop equipment. 


Labour Control 


As a result of the Social Security legislation even the tiniest 
manufacturers have had to develop a minimum accounting 
control for their labour, which with a few additions can serve 
larger purposes. Careful delineation of direct and indirect 
labour, with as few interdepartmental transfers as possible, can 
give him constant surveillance of what has happened. While 
we should chiefly be concerned with not what has happened, 
but what is going to happen, most small shops must first study 
their own experiences, and in this regard historical costs must 
be carefully developed Again, in the interest of timeliness, it 
may be possible for our manufacturer to get an effective 
measure of his labour daily, or weekly, in terms of hours, without 
waiting for computations in dollars. 

Having set in a more or less exact fashion some type of 
operational form for different jobs, through at least his observa- 
tion of his shop, he can apply his rough standard in hours, to 
actual labour used, in hours, to watch his crew’s performance. 
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Any important deviations can be observed as quickly with hours 
as with dollars, and it will be easier to talk about corrections 
with the foreman in the shop in terms of the time element. 
Whether the business requires job costs, or needs a process 
system, hours, measurement of labour used is helpful in speed 
and understanding. 

It can occur, of course, that no control of labour hours is 
really effective, in a situation where a skilled crew must be kept 
on for a minimum work week for economic reasons, regard- 
less of production required being less than their capacity. 
In such cases, which do happen in process work, in small plants, 
total labour tends to become actually a fixed cost until such 
time as demand outstrips the production that can be obtained 
in the regular work week, and it does little good to classify 
labour cost as direct and indirect from a control standpoint. 

What is most needed, it would seem, is a keen analysis 
of performance of workers. Here, of course, we also get into 
job analysis and evaluation, time study, motion study, and the 
like. While a lot of this is often thought beyond the pale of 
the small man’s pocketbook, any manufacturer can do some 
sort of job evaluation, especially if he has grown up in his own 
shop, and any conscientious evaluation is an improvement over 
a wage scale that has developed like Topsy. The process of 
deliberate evaluation, itself, is a control of great benefit, 
although it must be stressed that evaluation is not a panacea 
for all evils. For a succinct discussion of the pros and cons of 
evaluation procedures as applied in a large concern, see the 
splendid article in the December, 1950, NACA BULLETIN 
by P. A. Scheuble, Jr. The happy labour relations which the 
fair-minded small manufacturer should be able to maintain 
through his closer personal relationship with his crew will go a 
long way toward insuring the success of any job evaluation he 
undertakes, whether with his own staff or with the aid of outside 


professional consultants. 


Material Control 


Control of materials in a small shop is so closely tied to 
production control that both features should probably be con- 
sidered together. Certainly it would be desirable for everyone 
to approach the scientific control of both raw materials and 
supplies that is achieved by our national concerns through 
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carefully engineered design specifications, standards, budgets, 
and virtually immediate comparison of results with attainable 
ideals. Finding it impractical to go quite as far along the road 
to scientific management as that, however, the small fabricator 
can help himself greatly through employment of the basic ideas 
expressed, combined with short-cuts in clerical procedures. To 
make his product in a satisfactory manner, he must draw up 
a bill of materials, or establish definite formulae for his process, 
and then through use reports determine that he is in compliance 
with his recipe. To assure himself of availability of materials 
he must schedule his production in advance so that he may do 
an efficient job of procurement. 

It would be well to have a perpetual inventory of all 
materials, including supplies, in the best recommended account- 
ing textbook fashion, but where this seemingly is not worth the 
effort, at least a perpetual inventory should be maintained of 
the most important large items in physical units. From a stand- 
point of day-to-day control maintaining inventories in physical 
units rather than dollars is most helpful, and is a substantial 
clerical cost saving device. Pricing and totaling of dollar 
amounts can be done when final financial statements are neces- 
sary or useful. After all, inventory control deals basically with 
physical qualities—the determination of those quantities is the 
vital thing, and that goes back to the whole picture of sales 
prospects, production planning, and general policy of the 
management. Some have always kept higher inventories than 
any minimum, or rule-of-thumb, turnover ratio, while others 
due to money troubles have been short chronically. Usually, 
the smaller operator would do well to keep inventories under 
such control as would yield just enough to enable his production 
to proceed smoothly. 


In solving the problem of material control the small manu- 
facturer may again be able to make use of personal observation 
and knowledge to a markedly more successful degree than a 
far flung enterprise. If the material is kept all together in one 
place, is bulky to the point of being virtually theft-proof, is of 
comparatively few easily distinguishable grades, and does not 
deteriorate greatly with passage of time, the problem of control 
may resolve down to a literal watchdog procedure. 

In any case, however, it would seem the smallest operator 
should have a standardized, thorough receiving department, or 
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procedure, wherein verification of actual receipt of material, as 
billed, both regarding quality and quantity, could be demon- 
strated later in the office or clerical records. And this procedure 
should be complete, if at all possible, for small items can be 
controlled as well as the large ones. Some sort of stan- 
dard, of small raw material or supply items can be estab- 
lished by anyone, and if receipts are verifiable, inventory 
can finally be physically made, and the apparent use checked 
with the form. This type of skeleton check can be employed 
over and over on various classes of materials, covering the whole 
field of such items in a given period to yield a rough control, 
even if ideally complete book control cannot be afforded. 

Continuous goods in process and finished goods book 
inventories will be absolutely necessary from an order filling 
standpoint for the assembly type manufacturer of even small 
stature. In process custom fabrication to special order, it may 
be necessary from a control standpoint to know only when the 
manufacturing will be completed, provided the goods are to be 
shipped out immediately and not warehoused, and complete 
book inventory in and out records of the usual type can be 
largely ignored. This is the exception rather than the rule, 
however. Again, in the value of speed in reports, estimations 
may be used in all these matters of material control, if action 
is what is needed. 

It may be of interest to observe that according to a recent 
report by the Bureau of Economic Research inventory changes 
play a much greater part in this country’s economy than was 
generally realized. During the period between World Wars I 
and II, of the cyclical change in total output in this country, 
changes in total inventories accounted for 39%, whereas, for 
comparison, the range for the entire construction industry 
affected the cycle only 8%, and the ups and downs of producers 
durable equipment only 19%. So, inventory control, nation- 
wide, may be the greatest single factor in the production cycle. 


Manufacturing Expense Control 


In attempting control of his manufacturing expenses, or 
factory burden, the small plant, due to size, misses much of the 
serious problems of the large manufacturer, but the amount of 
indirect costs of all sorts must be constantly watched through 
careful, up-to-the-minute accounting by homogeneous classifica- 
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tions of expense, and by their absorption in the manufacturing 
process through acceptable methods of distribution. Here, 
again, it might be helpful to keep account control in physical 
units, where that is significant, in the interest of timeliness, and 
for the better understanding on the part of the man in the shop. 
So-called fixed costs of depreciation, insurance and taxes must 
always be carefully scrutinized for their sensibility. 


Depreciation being expressed in dollars of original cost may 
now be completely inadequate from an economic point of view 
in replacing the plant, if it was built on a lower plateau, or side, 
of the inflation mountain we now are climbing at a dizzy pace. 
This matter of plant renewal is a very serious one to the small 
operator who hopes to stay in business as his own boss and 
grow bigger through plowing back his profits. That is, he always 
considered he had “profits”, figured in the orthodox accounting 
way, but as he wears out his tools these days, he may ruefully 
discover that his old net profits were an illusion in that he was 
recovering the cost of an old set of machinery measured in 
something that could not buy a replacement now. So, if he is 
saving out dollars, or has been trying to save dollars in the 
past, he had better revise his sights to include a lot more of 
them for the present and the future. This may be an impossi- 
bility for him with the new tax rates, and old accounting, but 
he must recognize his problem. Any cost he incurs he must 
examine from the standpoint of not only how he is going to get 
it back, but when. Plant is but a long-term cost. 

We have stressed timeliness of information on cost of his 
operations, because the small manufacturer is in a position to 
make even quicker use of his controls than the large enterprise. 
His corrections can be virtually immediate, and he can thereby 
secure through quick action based on timely historical cost 
development, the same results which the ponderous industrial 
machine gets only through acting in anticipation of unfavorable 
trends. This is not to say that the small man should not also 
attempt to enlarge his scientific management through develop- 
ment of standards, and through complete modern budgeting 
methods. He must, perforce, have some standards, although 
not completely expressed in written mathematical form, and he 
frequently keeps his budget in his head, so to speak. But to 
the extent he can get into these fields more thoroughly, the 
better position he will have as he grows larger. 
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Budgetary Control 


The larger he becomes, the more he needs all the devices 
of modern scientific planning control, and his most critical 
period will emerge as he makes the transition from a small to 
a medium or large size. He must examine his needs, and adopt 
the methods of the “bigs” to the extent most helpful. He may, 
for example, find a truly detailed budget for materials the most 
important single thing he could do in trying to control his future 
operations, while a completely detailed labour budget would 
serve him no useful purpose. He should, certainly, do basic 
budgeting from a capital expenditures standpoint, or he will 
be out of business when his old plant wears out. He has probably 
always watched his bank account, but if he thinks his present 
inflationary prosperity makes unnecessary a glance at his daily 
cash balance, he is probably in a dangerous frame of mind, 
which can lead to early hardening of his financial arteries. 

When he gets around to budgeting, even in a basic way, he 
must make the distinction between his variable and his fixed 
costs, and he should recognize that some of them will shift from 
either classifications to a middle ground as his volume grows. If 
he keeps sharply in mind this distinction between fixed and 
variable, he can construct and revise as needed break-even 
charts to assist him in planning his future capital needs, show 
him the necessity and value of market research to raise his sales 
volume and his profits, and tide him over temporary periods of 
low production. 

The important final thing is for him always to measure 
his results against his previous estimates, however rough, or no 
matter how scientific, to keep constant watch over his perform- 
ance. Timeliness of his business figures will keep them from 
being accessory after the fact of the crime of lost profits. 
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«STUDENT SECTION» 


II SSS 


GENERAL ACCOUNTING 
COMMENTS BY J. D. CAMPBELL, C.A., R.I.A. 
ACCOUNTING II QUESTION IV (5 marks) 

The Brown Publishing Company was in the process of moving to a 
new building at the close of its fiscal year, March 31st, 1951. As a 
consequence, the following errors were made in computing the inventory 
on that date:— 

(a) Merchandise in transit, shipped to the company f.o.b. shipping 
point, was recorded as a purchase, at its cost of $8,200, but was 
not included in the inventory. 

(b) Merchandise on hand costing $1,640 was included in the 
inventory, although the invoice was not recorded until April 
10th, 1951. 

(c) One lot of merchandise with a cost of $4,306 was counted twice. 

Required: 

On the assumption that the errors were discovered before the books 
were closed on March 31st, 1952, the general journal entry necessary to 
correct the books at that time. The preliminary trial balance at March 
31st, 1952, carried an account Inventory of Merchandise, April 1st, 1951. 
Solution to Question IV (5 marks) 











General Journal 
(a) Inventory 1st April, 1951 $8,200 
Earned surplus Ae Ree ES $8,200 
Adjustment of opening inventory re merchan- 
dise in transit 31st March, 1951. 
(b) Earned surplus 1,640 

Purchases 1,640 

Purchase invoice #5 recorded 10th April, 

1951, which should have been recorded in 

prior year. 

Earned surplus 4,306 

Inventory 1st April, 1951 4,306 
To adjust for error in Inventory count at 
31st March, 1951. 

Comments: 

The major discrepancy in the answers submitted to this question was 
in the differentiation as between the effect upon periods. In many cases 
the account profit and loss was used in place of earned surplus. When a 
current expense account was designated in place of the required earned 
surplus account a penalty was imposed. 


~ 


ce 


ACCOUNTING II QUESTION V (8 marks) 
The capitalization of the J. Parker Company Limited at June 30th, 
1951. was as follows:— 
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Authorized Issued 
7c cumulative redeemable preferred shares par 

value $100 per share icsevcedvedssaccsscesesss UPR OO $600,000 
6°~ preferred shares, par value $50 per share ... 300,000 200,000 
Common shares, no par value 50,000 20,000 

shares shares 

(1) Annual dividends on the common shares have been paid at the 
rate of $2.10 per share and no change in rate is anticipated. 

(2) Average annual net profits before income taxes, which have 
amounted to 50% of income, have been $270,000 and no material 
variations are expected in the future. 

The directors wish to eliminate the 7% preferred shares and the 
following methods of raising money to redeem these shares have been 
suggested :— 

(a) Issue 5%—20-year lst mortgage bonds, par value $600,000 (@ 94. 

(b) Offer rights to common shareholders to purchase for each share 
now held 1 common share @ $30 per share. 

Required: 
A statement to show the effect of the proposed methods (a) and (b) 
upon the earnings applicable to the common shares. 
Solution to Question V (8 marks) 
J. Parker Company Limited 
Effect of Proposals upon Earnings applicable to Common Shares 
Proposal (b) 
Proposal (a) Rights 
Present Mortgage to Common 
Capitalization Bonds Shareholders 
Average net profits $270,000 $270,000 $270,000 








Interest on bonds 30,000 
Amortization bond discount 1,800 
Income tax 135,000 120,000* 135,000 
Dividends 7‘% preferred 42,000 
6% prefererd 12,000 — 12,000 12,000 








$189,000 $163,800 $147,000 


Residual earnings applicable 

Common $ 81,000 $106,200 $123,000 
No. of common shares 20,000 20,000 40,000 
Equivalent per share $4.05 $5.31 $3.08 

*Income tax calculated on average net profits less bond interest but 
bond discount is not an allowance expense for tax calculations. 
Comments: 

This question was not answered by a large number of the students. 
The solutions presented by those who answered the question did not 
necessarily take the above form but some credit was given where an 
attempt was made which indicated a realization of what was involved in 
the problem. Only one student indicated an awareness of the treatment 
of bond discount for tax purposes 
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